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SERVICES 


ANNUAL REPORT 1976 


Financial Highlights 


Revenues 


Income before income taxes and 
extraordinary item 


Income taxes 


Thirty-nine Weeks 
1976 1975 
(unaudited) 
(In thousands) 


$80,250 $74,428 


1,521 1,053 
737 O17 


Extraordinary item: 


Reduction of income taxes as a result 
of the carry-forward of losses 
of prior years 


Net income 


Basic earnings per class A share:* 
Before extraordinary item 
Net income 


“Earnings per class B share and fully diluted earnings per 


share are shown in note 4 to the financial statements. 


The Olympic athletes pictured on our cover 
were among the 9,000 competitors from 
over 100 countries whose meals were 
prepared and served by VS SERVICES LTD 
in our role as Official Food Service Manager, 
Olympic Village, Montréal, 1976. 
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| Sept figures cover the 39 weeks from January 1 
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_is the natural beginning to the business year. 


Report to the Shareholders 


The profit recovery which began two years ago con- 
tinued in fiscal 1976 for VS Services Ltd. Earnings 
rose sharply and the company strengthened its 
operations considerably. Tighter control systems, 
improved productivity and increased standardization 


were achieved during the year. Ee 


to September 29, 1976. VS changed its year end to 

e Wednesday closest to September 30, to be 
consistent with the annual cycle of business in the 
food services management industry. Summer is 
traditionally the slowest period because of school 
holidays and industrial vacations, while the autumn 


Figures used as comparison are for the 39 weeks 
ended October 1, 1975. 
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FINANCIAL RESULTS IMPROVE 
Revenuesrose 6 percent (aul OpercenuiInchease 


after giving effect to operations sold in 1975), while 


pre-tax income increased by 44.8 percent, reflecting 


management’s “emphasis _ on. increased. efficiency _ 
for existing operations. Revenues for fiscal 1976 
were $80.3 million compared te to $74.4 million for the 
equivalent period of 1975. Pre-tax income from 
operations was $1.52 million compared to $1.05 _ 
million in the first 39 weeks of 1975. 


After-tax income, before extraordinary item, reached 
$784 thousand, up 46 percent for the year. Including 
extraordinary income of $403 thousand in corporate 
income tax reductions as a result of the carry- 
forward of previous years’ losses, net income for 
the 39 week 1976 fiscal year was $1.19 million. 


Basic earnings per Class A share were 56¢ for 1976 
rising to 78¢ after extraordinary income. On a fully 
diluted basis, earnings per share were 40¢ before 
— and 52¢ after — extraordinary income. 


CORPORATE CONTROL PROGRAMS 


The sophisticated operating and financial controls 
introduced during the last few years continue to 
show positive results. The weekly reporting system, 
combined with monthly computerized statements, 
enable all levels of management to monitor the 
hundreds of operating units within the company 
much more effectively. AS a consequence, corrective 
action can be quickly initiated for any unit which is 
not meeting its budget. VS people have responded 
favourably to this increased accountability and 
productivity has improved. 


The VS standardization program also made a 
significant contribution to higher profits during the 
year. This program sets and implements standards 
for such diverse factors as food quality, packaging 
and menus. Greater uniformity is an important 
source of improved efficiency in the management 
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of services. These standards ensure consistently 
high quality of product and performance — the 
basis for future expansion of VS Services. 


Interest expense was reduced by 34 percent during 
fiscal 1976 despite continuing high interest rates 
during the period. Asset management programs, 
including tighter inventory controls, rigorous assess- 
ment of capital expenditures, consolidation of cash 
balances and faster collection of receivables con- 
tributed to the improvement. 


GROWTH IN FOOD SERVICES 


VS achieved better-than-average growth in 1976 
from three areas of business — manual food service, 
vended food service and office coffee systems. 


VS manages a wide variety of manual food services 
including cafeterias and restaurants for institutions, 
government and industry. In 1976, we significantly 
expanded the service provided to health care 
institutions, particularly in the Atlantic provinces. 


Vended food services achieved solid growth in 
Ontario, especially in the southwestern parts of the 
province. A large new Food Production Centre is 
being planned to supply food for Ontario’s vending 
locations. This facility will replace the existing 
outmoded plant which has been sold and will be 
phased out when the new Food Production Centre 
is completed. 


The VS Coffee System provides for a continual 
supply of freshly brewed coffee in office locations. 
To expand its share of this market, VS acquired an 
operation with 400 customers in the Burlington, 
Ontario area. New branches for VS Coffee Systems 
were opened in London and Ottawa during 1976. 


During 1976, VS obtained a major new contract to 
provide food, housekeeping and laundry services to 
a large health care facility in Red Deer, Alberta. 
The provincial government has estimated that 
approximately one million dollars will be saved asa 
result of improved procedures and techniques 
introduced by VS. The standard of service provided 
to this institution is of the highest quality and could 
well become a model for the management of large 
health care facilities. 


A.|.B. RESTRAINS PROFITS 


The Anti-Inflation Board will have a restraining 
influence on the company’s profit picture for at least 
the duration of the anti-inflation program. 
Subsequent to our 1976 year end, the Board 
determined that pre-tax income from operations will 
not be allowed to exceed two percent of revenues 
for the next two fiscal years. This guideline means 
that dollar profits can increase with revenues but the 
percentage is limited to 2%. The company is 
attempting to achieve a more flexible ruling. 


Fortunately, the A.I.B. has authorized that one major 
new business contract obtained by VS will be 
assessed separately, taking the first year of the 
contract as the base period. If this flexibility is 
extended to other new business, VS should be able 
to improve its profitability during 1977. 


VS accepts the requirement for strong initiatives 
against inflation. We appreciate the need for limits on 
everyone’s income, including our own. The 
restrictions should be reasonable, however, and 
allow profit increases due to productivity which are 
non-inflationary. 


VS has implemented a special price restraints 
program which includes monthly review meetings, 
memoranda of compliance to managers and 
thorough justifications to clients of higher prices. 
When VS has been able to negotiate price increases, 
they have been strictly limited to the net increase in 
costs incurred by VS. 


OUTLOOK FOR 1977 


Published economic projections for Canada in 1977 
indicate a year of slow growth, higher unemployment 
and moderating inflation. However, VS plans _ 
continued expansion of existing operations. In 
addition, senior management is assessing expansion 
into other service management markets in Canada 
which currently are not served by VS. 


On behalf of the Officers and Directors, | wish to 
express appreciation for the continuing profession- 
alism and dedication of our employees. As we plan 
for the future of VS Services, one of our greatest 
challenges is the continuity of the company’s service 
orientation to the marketplace and our blend of 
entrepreneurial and professional attitudes at all 
levels. These characteristics distinguish VS from 
other companies and create a higher quality of life 
through our service management for clients 

and customers. 


SERVICES 


MANFRED DOBLINGER 
President and Chief 
Executive Officer 


Review of Operations 


THE XX!I OLYMPIAD 


In 1976, VS Services Ltd won world acclaim for the 
high calibre food service provided to nearly nine 
thousand athletes who participated in the Olympic 
Games in Montreal. 


VS began its work on the Olympics in early 1974. We 
planned the kitchens and the serving and dining 
areas. We designed the international menus that 
enabled athletes from all nations to select meals 
according to individual tastes and preferences. 
Participating nations approved the menus in advance 
and as a result, for the first time in modern Olympic 
history, few teams brought their own food to 

the Games. 


The company also managed the selection and 
training of the more than one thousand people who 
prepared and served over thirty thousand appetizing, 
nutritious meals each day, seven days a week. 


At the Olympics, VS had the opportunity to win “‘a 
gold medal”’ for Canada’s food service industry. We 
met the challenge with efficient management, 
effective operating and budgeting methods, 
meticulous food preparation and the friendly service 
that has become our trademark. 


The President and Commissioner General of the 
Games, Roger Rosseau, wrote in a letter to VS 
Services, ‘“‘We have had nothing but laudatory 
remarks on the VSL service and specially on the food 
served at the Olympic cafeteria... your company is 
to be commended highly for the way it was done’’. 


NEW MARKETS 


In 1976 VS introduced into Canada an exciting new 
cafeteria concept called the Rainbow Program. Used 
in secondary school cafeterias, the Rainbow 
Program’s colour coding ensures that students 
receive nutritionally balanced meals. Food is coded 
in four colours — red, yellow, green and blue. Each 
colour represents a specific food group providing 
different basic nutritional requirements. By selecting 
one of the variety of dishes offered under each of the 
rainbow colours, students can choose foods they 
like while making sure they are receiving a nutritious 
meal. Market acceptance of this program has been 
enthusiastic and prospects for growth are 
considered excellent. VS has an exclusive right to 
the Rainbow Program in Canada. 


Planned Food Facilties International Limited, a VS 
affiliate, designs kitchen, serving and dining 
installations. Proper design ensures that our clients 
obtain the most efficient, economical and visually 
appealing use of space and equipment. Planned 
Foods designed the Olympic Village food service 
facilities and managed the selection, installation and 
removal of all the equipment. 


DIVERSIFICATION 


The company is continuing its program of diversifica- 
tion into non-food service areas, particularly laundry 
and housekeeping functions. Revenues from these 
services rose more than 30 percent during 1976. 


Laundry and housekeeping services are not 
significantly affected by changes in the economy and 
provide VS with an added element of balance within 
its service markets. In addition, VS is able to provide 
an expanded range of services to its existing 
institutional clients, many of whom require manage- 
ment of housekeeping as well as food services. 


IMPROVED SYSTEMS 


VS employs a highly sophisticated cost and profit 
centre approach to management. Each of the more 
than 400 operating components works to its own 
budget. To facilitate planning and control of these 
components, they are consolidated into progres- 
sively larger units — districts, regions, areas and 
finally the overall corporation itself. Evaluation of 
results occurs at each level of management 
responsibility through the use of weekly reports from 
each operating component. 


To improve and standardize operating procedures, 
VS held a series of seminars across Canada during 
1976 attended by all managers of its operating units. 
The seminars reviewed purchasing, finance, 
personnel and dietetics — the main support services 
provided to unit managers. 


The purchasing department has established 
authorized suppliers for each operating component 
and negotiated national and regional contracts, 
resulting in substantial cost savings to our clients. 
The executive dietitians department, which has the 
largest number of Registered Dietitians of any 
organization outside the federal government, has set 
mandatory standards for quality control in all food 
service operations. The cost of merchandise sold 
declined, as a percent of revenues, from 43.1 to 41.6 
percent during fiscal 1976. 


“OVERSEAS OPERATIONS 


Apetito-Fertigmenu, our West German affiliate, 
achieved rapid growth in both its operating divisions 
during 1976. Total revenues were approximately 
$16.6 million. 


Apetito’s Fastfrozen Meals Division is the largest 
operation of its kind in West Germany with over 300 
employees. Its products are prepared at a central 
Food Production Centre, fast frozen and distributed 
to a wide variety of public and private facilities 
including cafeterias, schools, hospitals, homes for 
the aged and airlines. This division also specializes 
in the preparation of meals for people with specific 
dietary limitations. 


Apetito also has a catering division, employing 500 
people which is similar to VS’ Manual food systems 
in Canada. As a result of an intensive marketing 
program, this subsidiary dramatically increased its 
share of the catering market in 1976. 


Our Jamaican subsidiary, Versair In-Flite Services 
Limited, which specializes in airline catering and 
airport restaurant management, continues to perform 
below expectations. Low passenger volumes on 
commercial airlines to Jamaica and uncertain 
political and economic conditions in that country 
have affected operating results. 


STAFF CHANGES 


Manfred Doblinger, President of VS Services, was 
appointed Chief Executive Officer of the company in 
May. He joined VS Services from ARA Services Inc. 
as Executive Vice-President in 1973 and was 
appointed President and Chief Operating Officer 

in 1974. 


In May, Robert J. Somers was promoted from his 
position as Vice-President, Finance to Senior Vice- 
President. Mr. Somers retained responsibilities for 
finance and in addition is now responsible for 
purchasing, research and standards, planned food 
facilities and communications. Mr. Somers joined 
VS Services in 1973. 


VS Services suffered a great loss this year with the 
passing of Dorothy Shantz, our Executive Dietitian. 
Dorothy, who joined the company in 1952, was adept 
at helping others reach their full potential. She set 
impeccable standards for herself and encouraged 
others to do the same. As a friend and fellow 
employee, Dorothy Shantz will be sorely missed by 
all who knew her. 


Miss Carolyn Clark has been appointed as the new 
Executive Dietitian. Miss Clark joined VS Services in 
1969 as a Therapeutic Dietitian and held positions of 
increasing responsibility within VS until 1974. After 
returning to University and obtaining her Masters 
Degree in Nutrition, Miss Clark rejoined VS Services 
in 1976 as Chief Dietitian at the Montreal Olympics. 


VS 


SERVICES 


Now.... 

Eat better 

and pay less! 

Choose the 

RAINBOW SPECIAL! 
containing 

one item from 

each color group.... 


‘The body-builders: 
rich in proteins 


Eat a Rainbow for Lunch Today 


La joie de vivre 
au Quebec 


VS S E RVI CES LTD (Incorporated under the laws of Canada) 
CONSOLIDATED BALANCE SHEET SEPTEMBER 29, 1976 


SEPTEMBER 29, DECEMBER 31, 


ASSETS 1976 1975 


(In thousands) 


Current assets: 


Cash sod sn Au bydisg RSs eth oel Ollabes RUe eRGOeO eR a $ 439 $ 697 
RECCIVADIOS © vice. os sn. S ce can LA ra ge ore re 8,712 9,387 
Inventories, at lower of cost and replacement cost oo... 3.794 3,656 
ed =) S228 (00121 0 | 5c ene ene Ore TE an Tet ine COMM es A Gee ate aok y yoo ak 257 398 
Total currentiassets oie...nee ee ee 13,202 14,138 
Investmentin associated Company sae rame cee = eee 2,095 2,083 
Note: receivable (note 6G) one oe eee 410 539 

Property and equipment, at cost: 
Va le eer eee ER PENNET rr tet RR eT a Nate tT Mt uae so ikt pl Ra 236 197 
VGN GS SOU ITO th we cee ere 6,870 6,783 
Other eQuip Ment ics Gere ee ee 4,920 4,624 
Buildings and leaseneldaimproveme nts ecs.ase ee 2,038 1,997 
14,064 13,601 
Less:accumulated GepKreciatio ny mses see ne ree 8,441 7,977 
Total property and CqQuip mentee ce ye ee ere eee 5,623 5,624 

Other: 

Investment in locationFacaquiSitioniCOStS es ceg se tanner rer eet eer 8,464 8,393 
Technical andisystemssKnOwW=IOW)e ee eer 962 985 
Incorporation GxDENSCS eterna ae 469 469 
Total. other assets) Sicha ee ee 9,895 9,847 
$31,225 $32,231 


The accompanying notes are an integral part of these statements. 


LIABILITIES AND SHAREHOLDERS’ EQUITY ae 29, Rarer 31, 


(In thousands) 
Current liabilities: 


DUKSS Wed axel al TESS <0 k  sty eret fe eee a ee $ 902 
ACCOUMtS Dayablevand aceriied: Charges. ree caso os aber: $ 8,099 8,158 
ICOM Cmax OSSD AY ADC sewn Maa neniem eet inry ah mun enon eins te ie es ee 190 123 
Current maturities of lONG-tenMrdebt oo. cers eee stats een esees meal eee 819 811 
POtaleCuy betel tables weet nn. Bearers Ia ee eet ee 9,108 9,994 
Bere Mie CMIING Ol CULAX CS creme Mester nat gc 8 cel lcs Sel sd e  Sgeelau teen & bon Be 218 
Long-term debt (note 2): 
Bank loans ............. She hike Cal wdiey Norn (Se Ry Sim Cah achat ee ee ee ee ae 1,650 eye 745) 
OroUIMSCCULSOECONVEMU DIC NOLOSe orci gtd eke nea eaweeenass meek 5,722 5,849 
Oral gtOnG=te Line ACO aeeter ane tee, hacer tee neat de shaadi as outers 7,372 8,974 
Minority interest 0000000000000... Peay SPR. Cee Bir ak ees Cee ac ye Meta ay att ail 2G Nah 803 726 
Shareholders’ equity: 
Common stock — without nominal or par value — 
Class A shares (notes 3 and 4): 
Authorized 2,000,000 
Issued 819,488 el OT ore ae Od Pee ene To aan 10,112 10,112 
Class B shares: 
Authorized 2,000,000 
Issued TE OCO: O00 eres teenie Minhtu ein eek Gein kee 2,400 2,400 
12,512 ou 2 
Gta MC GRCALD IGS taamene tak ..e Oeaebree aetna oe cee Nn cs teh erie Se aa ltag 1,212 25 
Total shareholders’ equity | Oe at ee note eee ae 13,724 12,537 


$31,225 $32,231 
On behalf of the Board: ee 


Manfred Doblinger, Director 
Robert J. Somers, Director 


The accompanying notes are an integral part of these statements. 


Thirty-ni Thirty-nine Fifty-two 
CONSOLIDATED STATEMENT OF INCOME sate pada oaks waded weeks ended 
FOR THE THIRTY-NINE WEEKS SEPT. 29, OCTar DEG231; 
ENDED SEPTEMBER 29, 1976 1976 Ue Wee) 1975 
(Unaudited) 
(In thousands) 
REVENUES” cacao ee eee $80,250 $74,428 $101,144 
Costs and Expenses: 
GostornmerchandisSe:sol cise 33,417 32,074 43,377 
Operating, selling and administrative expenses .............. 43,621 39,514 53,674 
Depreciation and amortization ...... 1,070 998 1,319 
Interest Net oekaki ee 473 Taye 856 
Minority interest Serine esa ere eee 148 72 188 
78,729 TES SAS) 99,414 
Income before income taxes and extraordinary item .............. 1,521 1,053 1,730 
Provision for income taxes: 
i: CUTTENTS Gites 2 eno ae ere ere ae 519 517 898 
DO@TSKFOG © foi cceiic .dcesndedte nme td Oa ome ee ea nee ene 218 
737 Silt 898 
Income before extraordinary item eT er ater ne / 784 536 832 
Reduction of income taxes as a result of the 
carry-forward of losses of prior years otter 403 474 687 
NetinGOme: “sex. caus 2 ace ae ee ee ee ee $ 1,187 $ 1,010 be cag hfe Ke) 
CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
FOR THE THIRTY-NINE WEEKS Thies ime ; 
weeks ende weeks ende 
ENDED SEPTEMBER 29, 1976 eo 29, DEC. 31, 
1976 1975 
(In thousands) 
Balance, beginningefsyean( deficit) meer se ene $ 25 $ (1,494) 
Net iINCOM@ cxccaec ee ee ee 1,187 519 
Balance, end of.year 2.02) 46 eee ee $ 1,212 $ 25 


The accompanying notes are an integral part of these statements. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


FOR THE THIRTY-NINE WEEKS ba aa pela Be Oe, 
Se ee eat to SEPTEMBER 29, DECEMBER 31, 
1976 1975 


(In thousands) 
Working capital was provided from: 


Operations — 


IMEOMenDelOLere xtra ObClinahVsite i) = anaes e  ra eet oe ee $ 784 Sy tekey2 
Add expenses not requiring an outlay of 
working capital in the current year: 
Depreciation ancdkamontizatiOnwwe we... sks Ree tae 1,070 1,319 
BPelonKreCMnCOMe tax Come tesa ce oni t ta oa A AI bok tos 218 
Minority interest (net of partner’s drawings) ..........0000000.00.. 77 154 
ReCuUCHOMROldelehre Gd GOSIS@ = em. eet. a sara ic minke ae ieeeene 93 
Provided from operations, exclusive of extraordinary item ........ 2,149 2,398 
Reduction of income taxes as a result of the 
Canhy-lOlWalcOmlOSSesS OipOhlOMmVCans ae are i), fen eee eee 403 687 
ReGquctOonsolgno tonLeCCIVGDICy. ww. srtte fiir t ew l ls nmainat a dar nde, 129 192 
Disposalioipropentycand equipment. 90sec er eee 166 175 
2,847 3,452 
Working capital was used for: 
BEGUCUOnPOlmlOMG=te GMlsC CD teary cate sie ert ene ott ea hes ear. ELS 1,602 2.055 
AGCINOnS tOnphOPehiyLan dee Quilpie twas en. ae ee 1,187 1 4ohs} 
Investment in (disposal of) location acquisition costs 0.000000... 96 (26) 
InVeStiniemtneasSOClaleG tCOMPany were nee eee ares vit ete es en ee 2k 12 24 
2,897 Salt 
inereasesn(cdecrease)sinsworking Cabitale (0k eee (50) 141 
VOR Min CEC AD ital Oe CIM Ol; VON. tr mere cays ke cae enn ee IO ane eee ae 4,144 4,003 
WOnKkinenCapilalmenaOnvear meta. eet ttt hee ty nu, (hie Mea red eh $ 4,094 $4,144 


The accompanying notes are an integral part of these statements. 


Notes to Consolidated 
Financial Statements 
September 29, 1976 


1. SIGNIFICANT ACCOUNTING POLICIES 


CONSOLIDATION — The consolidated financial 
statements include the accounts of all subsidiaries. 
The accounts of the foreign subsidiaries and the 
convertible note payable in foreign currency have 
been translated into Canadian dollars as follows: 
(1) fixed assets and intangibles at historic rates; 

(2) other assets and liabilities at year-end rates; 

(3) revenues and expenses (other than depreciation 
and amortization) at average rates during the year. 
Exchange gains or losses arising from such trans- 
lation practices are reflected in the consolidated 
statement of income except to the extent that they 
relate to long-term debt. 


INVESTMENT IN ASSOCIATED COMPANY — The 
investment represents a 50% interest in a company 
in Jamaica, which is accounted for on the equity 
method and carried at cost plus the Company’s 
share of undistributed earnings since acquisition. 
The carrying value exceeds the underlying book 
value of the associated company’s net assets by 
$1,545,000. This excess represents goodwill which is 
not being amortized in the Company’s acounts. The 
Company’s share of net income for 1976 of $12,000 
($24,000 in 1975) is included in ‘“‘Revenues”’. 


PROPERTY AND EQUIPMENT — Depreciation and 
amortization are provided using the straight-line 
method at the following rates: vending equipment — 
12.5 to 20%, other equipment — 10 to 20%, buildings 
— 2 to 4%, leasehold improvements — life of the 
initial term of the lease. 


INVESTMENT IN LOCATION ACQUISITION COSTS— 
The excess of cost of purchase over net tangible 
assets of purchased businesses at the time 
ownership was acquired has been charged to 
“Location Acquisition Costs’. Location Acquisition 
Costs of $7,417,000, which arose as a result of 
purchases prior to April 1, 1974, are not being 
amortized because, in the opinion of the Company, 
there has been no diminution in value. In 1975, 
however, the Company recognized the possible 
future impairment of $917,000 incurred prior to 
April 1, 1974 and began amortization of this amount 
over the remainder of 40 years from date of acquisi- 
tion in 1968. Excess costs arising subsequent to 
April 1, 1974 are being amortized over 40 years in 
accordance with the accounting recommendations 
of the Canadian Institute of Chartered Accountants, 
although in the Company’s opinion there has been 
no diminution in value. 

TECHNICAL AND SYSTEMS KNOW-HOW — This 
represents the cost of on-going assistance provided 
by the majority shareholder for which class B shares 
were issued in 1967. Effective January 1, 1976, the 
Company began amortization of these costs over the 
remaider of 40 years from date of share issuance in 
1967 to recognize the possible limited life of 

the asset. 

INCOME TAXES — Deferred income taxes are 
primarily from the use of accelerated depreciation 
for income tax purposes and straight-line 
depreciation for financial reporting purposes. 

1975 FIGURES — Comparative 1975 figures have 
been restated in certain instances to conform with 
the 1976 format. 


2. LONG-TERM DEBT 
BANK LOANS — 


(In thousands) 
(a) Domestic bank loans: 
Operating loans — 


prime rate $1,441 
(b) 8% German bank loan maturing 
July 1, 1977 (DM 2,400,000) $959 933 
(c) Other German bank loans at rates 
of 4%, 8%, 8% % and 812% 
due in annual instalments over 
the next five to ten years, 
secured by a charge on 
German real estate 810 862 
1,769 3,236 
Less current maturities (payable 
in German currency) 119 111 
$1,650 $3,125 


The 8% German bank loan of $959,000 has been 
classified as long-term as the Company has arranged 
refinancing with a maturity date later than 
September 28, 1977. 


8% UNSECURED CONVERTIBLE NOTES — A note 
dated December 29, 1970 for $3,500,000 (Canadian) 
is repayable in five annual instalments of $700,000 
beginning on December 29, 1976. The Company is 
entitled to redeem the note in whole, but not in part, 
without penalty except as part of any refunding 
involving an effective interest cost of less than 8% 
per annum. The unpaid principal sum of the note is 
convertible, at the option of the note-holder, into 
fully paid common class A shares of the Company at 
$8.00 per share to December 29, 1977 and at $10.00 
per share during the last three years to December 29, 
1980 with approximately 437,000 shares reserved 
for conversion. 


A note dated April 17, 1974 for $3,000,000 (U.S.) has 
no mandatory principal repayments prior to April 17, 
1980. Commencing on April 17, 1980 the note is 
repayable in four annual instalments of $450,000 
each and one final payment of $1,200,000 on April 17, 
1984. The Company is entitled to redeem the note, 
in whole or in part, in amounts of not less than 
$500,000 on or after April 17, 1977, subject toa 
redemption premium decreasing from 8% in 1977 to 
1% in 1984. The premium does not apply to 
scheduled repayments. The unpaid principal sum of 
the note is convertible, in whole or in part, in amounts 
of not less than $500,000 at the option of the note- 
holder, into fully paid common class A shares of the 
Company at $7.00 (U.S.) per share to April 17, 1977, 
at $8.00 (U.S.) per share during the next three years 
to April 17, 1980 and at $10.00 (U.S.) per share during 
the last four years to April 17, 1984, with approxi- 
mately 429,000 shares reserved for conversion. 


While the notes are outstanding, the Company has 
agreed that, without the prior consent of the note- 
holder, the majority shareholder, ARA Services, Inc., 
it will not make investments or undertake rentals, 
leases, equipment purchase obligations or other 
financial commitments in excess of certain limits. 
The Company also has agreed to certain limitations 
on the creation of indebtedness generally, on the 
disposition of its properties and assets and on the 
creation of security interests therein and has agreed 
to maintain its working capital within certain limits. 
In addition, payment of cash dividends on common 
stock is limited to 25% of accumulated consolidated 
net income earned subsequent to December 31, 1973. 


3. COMMON STOCK 


60,000 common class A shares have been reserved 
since 1961 for employee stock purchase options. At 
September 29, 1976 options on 56,250 shares were 
outstanding (including options on 36,330 shares 
granted to directors and officers) at prices ranging 
from $3.50 to $6.875. These options become 
exercisable in cumulative equal amounts of one-third 
in the third, fourth and fifth years and expire five 
years from date of grant. During 1976 17,180 options 
were granted and 5,500 were cancelled. 

The Company’s German subsidiary holds a 70% 
interest in a German limited partnership. The holder 
of the remaining 30% interest may, at his option, 
require the Company to acquire his interest at a 
price of $1,465,000 plus his share of undistributed 
earnings since January 1, 1969 amounting to 
$699,000 (at the current exchange rate) or an 
aggregate of $2,164,000 at September 29, 1976, for 
which the consideration is to be the issue of common 
class A shares of the Company valued at their 
average closing price on the Toronto Stock 
Exchange for the five trading days preceding the 
date of giving notice of the exercise of the option. 


4. EARNINGS PER SHARE 


Thirty-nine Thirty-nine Fifty-two 
weeks ended weeks ended weeks ended 
September 29, October 1, 1975 December 31, 

1976 (Unaudited) 1S 


Income before Income before Income before 
extraordinary Net extraordinary Net extraordinary Net 


item income item income item income 
Basic earnings - 
per‘‘A’’share $.56 $.78 $.42 $.68 $.62 $1.00 
per'‘B’’ share 33 3S) ANY 45 .32 70 
Fully diluted 
earnings - 
per‘‘A’’ share .40 52 “31 Ei 44 lal 
per‘‘B’’ share sue 29 .08 .28 14 41 


Earnings per share were calculated on the basis that 
common class A shares have a non-cumulative 
annual dividend priority of 30¢ per share (22.5¢ per 
share for the thirty -nine week periods). No dividends 
were declared in 1976 or 1975. 


Fully diluted earnings per share reflect what earnings 
per share would have been had the 8% unsecured 
convertible notes and employee stock options been 
converted into class A shares at the beginning of the 
year and the minority 30% interest in the Company’s 
German subsidiary converted at the lowest closing 
price on the Toronto Stock Exchange during the 
thirty-nine week period. 


5. REMUNERATION OF DIRECTORS AND 
OFFICERS 


During the thirty-nine weeks, six directors received 
$4,425 as directors and fourteen officers received 
$391,386 as officers. During such period, four 
directors were also officers. One director received 
remuneration as an officer of a subsidiary of 
approximately $76,000 (DM 195,247). 


6. COMMITMENTS AND CONTINGENCIES 


The interest bearing note receivable results from the 
1974 sale of fixed assets and business of a restaurant 
operation and is being paid over five years. In the 
event of default in payment by the purchaser while 
the note is outstanding, the Company has the right to 
take control of the assets and re-enter the premises 
to operate the business and, until June 30, 1982, the 
Company is obliged to operate the business in the 
event of the purchaser’s default to the landlord. 


The companies have undertaken lease obligations 
extending for varying periods up to 1982 involving 
minimum annual rentals of $733,000 (1975-$635,000). 


The Company has entered into deferred 
compensation plans, and consulting or employment 
agreements, commencing at varying dates and 
involving payments over periods of two to fifteen 
years to an estimated maximum of $104,100 in any 
one year. 


A writ was issued in 1972 against the Company and 
one of its domestic subsidiaries claiming damages 
for alleged breach of contract in the amount of 
$1,000,000. In the opinion of counsel, the companies 
have a good defence on the merits. 


7. ANTI-INFLATION PROGRAM 


In October, 1975, the federal government passed the 
Anti-Inflation Act and subsequently issued 
Regulations which are presently scheduled to be in 
force until December 31, 1978. Under this legislation 
the Company and its domestic subsidiaries are 
subject to mandatory compliance with controls on 
prices, profit margins, employee compensation and 
shareholder dividends. The Company has deter- 
mined that it is in compliance with the Regulations for 
the year ended September 29, 1976. 


8. CHANGE OF YEAR-END 


During 1976, the Company changed its year-end from 
December 31 to the Wednesday closest to 
September 30. Accordingly, the current fiscal year 
covers the thirty-nine weeks ended September 29, 
1976. Unaudited results of operations for the thirty- 
nine weeks ended October 1, 1975 have been 
included for comparative purposes. 


Auditors Report 


To the Shareholders of 
VS Services Ltd: 


We have examined the consolidated balance sheet 
of VS Services Ltd as at September 29, 1976 and the 
consolidated statements of income, retained earnings 
and changes in financial position for the thirty-nine 
week period then ended. Our examination of the 
financial statements of VS Services Ltd and those 
subsidiaries of which we are the auditors included a 
general review of the accounting procedures and 
such tests of accounting records and other 
supporting evidence as we considered necessary in 
the circumstances. We have relied on the reports of 
the auditors who have examined the financial 
statements of the German subsidiary and of the asso- 
ciated company accounted for by the equity method. 

In our opinion these consolidated financial 
statements present fairly the financial position of the 
companies as at September 29, 1976 and the results 
of their operations and the changes in their financial 
position for the thirty-nine week period then ended, 
in accordance with generally accepted accounting 
principles applied on a basis consistent with that of 
the preceeding year. 


CLARKSON, GORDON & CO. 
Chartered Accountants 


Toronto, Canada 
December 6, 1976 
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La Sociéte VS Limitée — 
Montréal — Can 
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To the 
Shareholders 
of VS Services Ltd 


the unaudited financ results for the 26 week 

ended June 30, 1976. Re s of $53,720,00 
et inc 
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Versair In-Flite catering 
better than in 19 wer 
due to the current dom 


DOBLIN 
Official Food Service 

Manager, 

Olympic Village, é itive Officer 
Montréal 1976 e Oltice 


CONSOLIDATED UNAUDITED FINANCIAL RESULTS 


FOR THE TWENTY SIX WEEKS ENDED JUNE 30, 1976 AND JULY 2, 1975 


1976 1975 
Revenues $53,720,000 $50,299,000 
Domestic income $ 1,304,000 $ 915,000 
international income 291,000 241,000 
Income before interest, income taxes and extraordinary item 1,595,000 1,156,000 
Interest, net 391,000 490,000 
Income before income taxes and extraordinary item 1,204,000 666,000 
Income taxes 573,000 333,000 
Income before extraordinary item 631,000 333,000 
Reduction of income taxes as a result of the 
carry-forward of losses of prior years 398,000 273,000 
Net income $ 1,029,000 $ 606,000 
1976 1975 
Income before Net Income before Net 
extraordinary item income extraordinary item income 

Basic earnings per share — class A 42.9¢ 64.8¢ : 26.5¢ 41.6¢ 

— class B 27.9¢ 49.8¢ Gi Wat) 26.6¢ 

Fully diluted earnings per share — class A 30.0¢ 44.3¢ 20.3¢ 32.4¢ 

— class B 15.0¢ 29.3¢ 5.3¢ 17.4¢ 


Earnings per share were calculated on the basis that common class A shares have an annual dividend priority 
(non-cumulative) of 30¢ per share, irrespective of the extent to which dividend may actually have been declared in 
the year. A dividend priority of 15¢ per share was considered in calculating common class A earnings per share. 


Fully diluted earnings per share reflect what earnings per share would have been had the 8% unsecured convertible 
notes, the minority 30% interest in the Company’s German subsidiary and the employees stock options been converted 


into class A shares at the beginning of the year. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


FOR THE TWENTY SIX WEEKS ENDED JUNE 30, 1976 AND JULY 2, 1975 


Working capital was provided from: 
Operations - 
Income before extraordinary item 


Add expenses not requiring an outlay of working 
capital in the current period: 


Depreciation and amortization 
Minority interest (net of partner’s drawings) 


Losses (profits) on disposal of property and equipment 


Reduction of deferred costs 


Provided from operations, exclusive of 
extraordinary item 


Reduction of income taxes as a result of the carry-forward of 


losses of prior years 
Reduction of note receivable 
Disposal of property and equipment 


Working capital was used for: 
Reduction of long-term debt 
Additions to property and equipment 
Investment in location acquisition costs 
Investment in associated company 


Decrease in working capital 
Working capital, beginning of year 
Working capital, end of period 


1976 


$ 631,000 


678,000 
42,000 
16,000 


1,367,000 


398,000 
86,000 
34,000 


1,885,000 


1,303,000 
704,000 
97,000 
30,000 
2,134,000 
249,000 
4,144,000 
$3,895,000 


1975 
$ 333,000 
675,000 


28,000 
(6,000) 


51,000 


1,081,000 


273,000 
406,000 
55,000 


1,515,000 


1,092,000 
468,000 


9,000 


- 1,569,000 


54,000 


4,003,000 
$3,949,000 


RESULTATS FINANCIERS CONSOLIDES NON VERIFIES | 


POUR LES VINGT-SIX SEMAINES TERMINEES LE 30 JUIN 1976 ET LE 2 JUILLET 1975 


1976 1975 
Revenus $53,720,000 $50,299,000 
Bénéfice de source canadienne $ 1,304,000 $ 915,000 
Bénéfice de source internationale ! 291,000 241,000 
Bénéfice avant intérét, impdts sur le revenu et poste extraordinaire 1,595,000 1,156,000 
intérét net 391,000 490,000 
Bénéfice avant impéts sur le revenu et poste extraordinaire 1,204,000 666,000 
Impdéts sur le revenu 573,000 333,000 
Bénéfice avant poste extraordinaire 631,000 333,000 
Réduction d’impéts sur le revenu suite au 
report de pertes d’exercices anteérieurs 398,000 273,000 
Bénéfice net $ 1,029,000 $ 606,000 
1976 1975 
Bénéfice avant Bénéfice Bénéfice avant Benéfice 
poste extraordinaire net poste extraordinaire net 

Bénéfice de base par action — classe A 42.9¢ 64.8¢ 26.5¢ 41.6¢ 

— classe B 27.9¢ 49.8¢ 11.5¢ 26.6¢ 

Bénéfice dilué par action — classe A 30.0¢ 44.3¢ 20.3¢ 32.4¢ 

— classe B 15.0¢ 29.3¢ Oe 17.4¢ 


Le bénéfice par action a été calculé en tenant compte que les actions ordinaires, classe A, bénéficient d’un dividende 
annuel prioritaire (non cumulatif) de 30¢ par action, indépendamment des dividendes qui ont pu étre réellement dé- 
clarés au cours de l’exercice. Lors du calcul du bénéfice par action ordinaire, classe A, on a tenu compte d’un 
dividende prioritaire de 15¢ par action. 


Le bénéfice dilué par action refléte ce qu’aurait été le bénéfice par action si les billets non garantis 4 8%, con- 
vertibles, la participation minoritaire de 30% dans la filiale allemande de la Compagnie et les options d’achat 
d’actions accordées aux employées avaient été convertis en actions, classe A, au début de l’exercice. 


ETAT CONSOLIDE DE L’EVOLUTION DE LA SITUATION FINANCIERE 


Provenance du fonds de roulement: 
Exploitation - 
Bénéfice avant poste extraordinaire 


Plus dépenses n’exigeant pas de déboursés du fonds 
de roulement durant la période en cours: 


Amortissements 

Participation minoritaire (moins prélévements d’un associé) 
Pertes (profits) sur la vente de propriétés et d’outillage 
Diminution des frais reportés 


Fonds provenant de |’exploitation, 
moins le poste extraordinaire 


- Réduction des impots sur le revenu suite au report de pertes 
d’exercices antérieurs 


Diminution d’un billet a recevoir 
Vente de propriétes et d’outillage 


Utilisation du fonds de roulement: 
Réduction de la dette a longe terme 
Additions aux propriétés et a |’outillage 
Investissement dans.|’achat d’emplacements 
Placement dans une compagnie associée 


Diminution du fonds de roulement 
Fonds de roulement au début de |’exercice 


Fonds de roulement a la fin de l’exercice 


1976 


$ 631,000 


678,000 
42,000 
16,000 


1,367,000 


398,000 
86,000 
34,000 


1,885,000 


1,303,000 
704,000 
97,000 
30,000 


2,134,000 


249,000 


4,144,000 
$3,895,000 


1975 


$ 333,000 


675,000 
28,000 
(6,000) 
51,000 


1,081,000 


273,000 
106,000 
55,000 


1,515,000 


1,092,000 
468,000 


9,000 


1,569,000 
54,000 
4,003,000 
$3,949,000 
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